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Mr.  Nathan  B.  Cooper,  Controller, 
City  and  County  of  San  Francisco, 
City  Hall, 

San  Francisco,  California. 
Dear  Sir: 

The  following  report  is  one  of  a  series  prepared  in  connection 
with  implementation  by  the  City  and  County  hospitals  of  the  Federal  and 
State  Medicare  regulations,  as  authorized  by  Controller's  Contract 
Number  706,  dated  April  11,  1966. 

This  supplements  the  San  Francisco  General  Hospital  report 
and  relates  specifically  to  Laguna  Honda  Hospital' s  cost  determination 
system. 

REPORT  HIGHLIGHTS 

TYPE  OF  REIMBURSEMENT  -  Reimbursement  for  hospitals  differ  from  extended 
care  facilities.      Portions  of  laguna  Honda  Hospital  may  qualify  under 
each  program.      It  is  suggested  that  the  Hospital  designate  the  level 
of  care  provided  on  each  ward  and  that  the  billing  and  cost  accounting 
systems  accurately  reflect  the  different  levels  of  care. 

BILLING  SYSTEM  -  It  will  be  necessary  to  bill  separately  for  ancillary 
services.      Five  separate  rates  are  suggested  for  daily  hospital 
services  rather  than  the  three  per  diem  rates  presently  in  use. 

PERSONAL  SERVICES  -  Salary  costs  are  presently  allocated  to  cost  centers 
based  on  work  assignments.      The  cost  allocations  are  reviewed  period- 
ically.     We  suggest  that  the  distribution  of  salary  costs  be  accurately 
determined  each  pay  period. 


MEMBER  OF  THE 
AMERICAN  GROUP  OF  C  P  A  FIRMS 
VITH  OFFICES  IN  PRINCIPAL  CITIES 


PHYSICIANS'  SALARIES  -  The  problem  is  similar  at  all  three  hospitals. 
Discussions  between  the  doctors ,  hospitals,  and  fiscal  intermediaries 
are  now  underway  to  determine  how  the  billing  for  doctors'  services 
will  be  accomplished. 

COST  ACCOUNTING  -  A  cost  ledger  should  be  maintained  and  cost  codes 
applied  currently  to  documents.      The  use  of  EDP  and  integration  of 
cost  records  with  the  Controller' s  appropriation  ledgers  should  be 
investigated.      The  California  Hospital  Association' s  account  numbers 
should  be  utilized.      Some  new  cost  centers  will  be  required. 

PHARMACY  -  The  use  of  prescriptions  or  some  other  form  will  be 
necessary  in  order  to  implement  the  billing  system.      The  medications 
included  in  the  daily  hospital  service  charge  need  to  be  defined. 

SERVICES  OF  OTHER  DEPARTMENTS  AND  FIXED  ASSETS  -  The  surveys  suggested 
in  the  Report  on  Hospital  Cost  Accounting  System  are  also  needed  at 
Laguna  Honda  Hospital. 


Yours  truly, 


3  1223  06255  9514 
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CITY  AND  COUNTY  OF  SAN  FRANCISCO 


SUPPLEMENTAL  REPORT  ON  HOSPITAL 
COST  ACCOUNTING  SYSTEM 
 AT  LAGUNA  HONDA  HOSPITAL  

INTRODUCTION 

Laguna  Honda  Hospital  is  accredited  as  a  hospital  by  the 
Joint  Commission  on  Accreditation  of  Hospitals  and  is  licensed  "by 
the  Department  of  Public  Health  of  the  State  of  California  as  a 
Specialized  Hospital  -  internal  medicine,  physical  medicine  and 
rehabilitation.      The  total  of  1,835  licensed  beds  consist  of  620 
ambulatory  and  1,215  non -ambulatory. 

MEDICARE  ELIGIBILITY 

Hospital  insurance  under  Medicare  provides  for  the  reimburse- 
ment of  the  cost  of  inpatient  care  provided  at  hospitals  (beginning 
July  1,  1966)  and  extended  care  facilities  (beginning  January  1,  1967). 
The  patient  is  required  to  pay  the  first  $^0. 00  of  the  hospital  bill 
and  $10. 00  per  day  for  inpatient  care  during  the  sixty-first  through 
ninetieth  days  of  a  "spell  of  illness".      The  first  twenty  days  of 
extended  care  during  the  spell  of  illness  are  not  charged  to  the 
patient;     thereafter  the  patient  pays  $5.00  daily  for  an  additional 
period  of  eighty  days. 

"Spell  of  illness"  is  defined  as  beginning  on  the  first  day 
covered  services  are  received  as  a  patient  in  a  hospital  or  extended 
care  facility  and  ends  after  the  patient  has  been  out  of  the  hospital 
or  extended  care  facility  for  sixty  consecutive  days.  Maximum 
coverage  under  Medicare  therefore  totals  190  days  of  treatment  during 
each  spell  of  illness,  assuming  ninety  days  or  more  in  a  hospital 
and  100  days  or  more  in  an  extended  care  facility. 
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In  most  cases,  the  cost  of  providing  treatment  to  patients 
who  are  medically  indigent  will  be  reimbursable  under  CMAP  upon  the 
expiration  of  Medicare  benefits. 

TYPE  OF  REIMBURSEMENT 

There  is  some  question  whether  laguna  Honda  Hospital 
qualifies  as  a  hospital  (acute  care),  or  extended  care  facility, 
or  both. 

The  Conditions  of  Participation  for  Hospitals,  published 
by  the  U.  S.  Department  of  Health,  Education  and  Welfare,  states 
that  "Hospitals  currently  accredited  by  the  JCAH    will  be  deemed  to 
meet  all  of  the  conditions  of  participation,  except  the  requirement 
for  utilization  review  ..."      We  understand  that  Laguna  Honda 
Hospital  is  accredited  and  will  establish  the  required  utilization 
review  committee. 

It  seems  clear  that  the  Medicare  program  is  not  designed 
to  pay  for  the  expenses  of  custodial  care  and  there  are  various 
requirements  to  insure  that  institutions  provide  convalescent  and 
rehabilitation  care  rather  than  merely  custodial  care.      For  example, 
psychiatric  and  tuberculosis  hospitals  must  meet  special  require- 
ments which  provide  assurance  that  the  hospital  insurance  program 
will  avoid  paying  for  care  that  is  merely  custodial.      The  booklet 
published  by  the  Department  of  Health,  Education,  and  Welfare  entitled 
Questions  and  Answers  on  Health  Insurance  for  the  Aged,  states 
(relating  to  psychiatric  and  tuberculosis  hospitals)  that  "a  distinct 
part  of  an  institution  can  be  considered  eligible  to  participate  as  a 
psychiatric  or  tuberculosis  hospital  if  it  meets  these  conditions, 
even  though  the  institution  of  which  it  is  a  part  does  not" .  The 
same  publication  states  that  an  extended  care  facility  may  be  a 
distinct  part  of  an  institution  such  as  a  "ward  or  wing  of  a  hospital". 
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We  understand  that  many  of  the  patients  at  Laguna  Honda 
Hospital  have  "been  patients  for  several  years  and  that  the  type  of 
care  provided  ranges  from  acute  to  boarding  house  or  custodial  care. 

A  determination  has  not  yet  been  made  on  the  eligibility 
of  patients  for  reimbursement  under  Medicare's  hospital  insurance 
program.      We  understand  that  an  application  for  each  patient  will 
be  made  as  of  July  1,  1966  and  that  the  application  will  show  primary 
diagnosis  and  date  of  admission. 

Inasmuch  as  Laguna  Honda  Hospital  is  an  accredited  hospital, 
we  believe  it  desirable  to  seek  at  least  partial  reimbursement  under 
the  hospital  insurance  portion  of  Medicare.      However,  it  seems 
likely  that  some  patients  will  be  considered  as  not  requiring  hospital 
care  by  Blue  Cross  or  by  the  Social  Security  Administration. 
In  that  event,  those  patients  may  qualify  under  the  extended  care 
provisions  of  Medicare  beginning  January  1,  1967,  if  a  portion  of 
the  hospital  qualifies  as  an  extended  care  facility. 

In  the  event  some  of  the  care  provided  at  Laguna  Honda 
Hospital  is  considered  to  be  extended  care  rather  than  acute  hospital 
care,  we  believe  it  desirable  for  the  hospital  (rather  than  Blue  Cross) 
to  determine  the  classification  of  patients.      We  suggest  that  the  type 
of  care  provided  at  each  ward  be  designated  and  consideration  be  given 
to  the  possibility  of  always  following  the  practice  of  physically 
moving  patients  from  one  ward  to  another  as  care  requirements  change. 
Some  method  of  determining  changes  in  the  level  of  care  provided  to 
patients  will  be  necessary  to  enable  the  proposed  billing  system  to 
function.      The  physical  transfer  of  all  patients  would  be  helpful 
from  a  billing  and  cost  accounting  standpoint. 
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BILLING  SYSTEM 

Three  rates  are  presently  in  effect  at  Laguna  Honda 
Hospital:      regular  hospital  -  $14.02,  modified  hospital  -  $8.01, 
and  rehabilitation  -  $26.  29.      These  rates  are  "based  on  average 
per  diem  costs  for  the  year  ended  June  30,  1965. 

Medicare's  hospital  insurance  program  requires  billing 
each  patient  for  both  daily  hospital  service  and  the  ancillary 
services  provided.      General  comments  on  the  required  billing  system 
are  included  in  the  separate  Report  on  Hospital  Cost  Accounting 
System.      Specific  suggestions  on  the  interim  billing  system  to  be 
adopted  at  Laguna  Honda  Hospital  have  already  been  submitted  to  the 
Controller  as  the  Billing  Procedure  For  Hospital  Services. 

It  is  desirable  to  adopt  an  itemized  billing  system  as  soon 
as  possible.      The  system  should  provide  for  pricing  and  billing  each 
patient  for  all  items  ordered  or  prescribed  by  the  physicians.  Each 
ward  or  department  which  provides  services  will  be  considered  a 
"revenue  producing  center".      Costs  must  be  accumulated  separately  for 
each  such  center.      The  revenue -cost  centers  for  ancillary  services 
will  consist  of  at  least  the  following: 

Clinical  laboratory  Inhalation  therapy 

Dental  Clinic  Radiology 

Occupational  therapy  Surgery 

Physical  therapy  Prescribed  medical,  surgical 
Speech  therapy  and  central  supplies 

Pathology  Pharmacy 
Electrocardiography 

It  will  also  be  necessary  to  clearly  define  which  items  and 
services  are  included  in  the  rates  for  daily  hospital  services. 
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We  suggest  that  the  daily  hospital  service  charge  be  "based 
on  the  extent  of  care  provided  in  each  ward.      The  present  rates 
should  he  revised  to  more  nearly  reflect  the  cost  of  care  provided, 
as  follows: 

Old  Basis  Suggested  Basis* 

1.  Rehabilitation  1.  Rehabilitation 

2.  Hospital  2.  Acute  care  - 

separate  charges  for  each 
ward  if  differences  in 
care  exist 

3.  Long-term  bed  care  (chronic) 

4.  Long-term  bed  care  in  special 

wards  (senile) 

3.  Modified  hospital  5.  Ambulatory 

*Daily  hospital  service  only  -  Ancillary 
services  to  be  billed  separately. 

The  philosophy  underlying  the  cost  determination  system  will 
be  the  separate  determination  of  the  cost  of  operating  each  department 
or  ward  for  which  a  separate  charge  is  made. 

ELEMENTS  OF  COST 

The  following  supplements  the  comments  in  the  Report  on 
Hospital  Cost  Accounting  System: 

PERSONAL  SERVICES 

The  employee's  salary  cost  is  distributed  to  each  cost 
center  each  pay  period  by  means  of  tabulating  equipment.  However, 
the  distribution  is  based  on  assigned  locations,  rather  than  actual 
work  locations.      Approximately  three  times  per  year  the  Director  of 
Nursing  indicates  the  work  locations  of  the  nurses  and  orderlies; 
subsequent  cost  distributions  are  based  on  the  revised  information. 
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Inasmuch  as  additional  rates  are  proposed,  based  on  the 
different  levels  of  care  provided  in  certain  wards,  it  will  be 
necessary  to  accurately  distribute  personnel  costs.      We  suggest 
that  each  employee  (including  nurses  and  orderlies)  indicate  the 
hours  worked  in  each  ward  or  department  on  his  timecard.  The 
distribution  of  costs  by  ward  and  department  could  then  be  accurately 
determined  each  pay  period  by  means  of  tabulating  equipment. 

PHYSICIANS'  SERVICES 

Medical  care  at  Laguna  Honda  Hospital  is  mainly  provided 
by  physicians  who  are  employees  of  the  City  and  County  of  San  Francisco. 
Under  Medicare,  the  physician's  services  will  only  be  compensated  if 
the  patient  has  obtained  the  supplemental  medical  insurance.  Normally 
separate  bills  must  be  submitted  for  the  physician' s  services  and  we 
understand  that  the  physicians  at  Laguna  Honda  Hospital  contemplate 
submitting  bills  for  services  rendered. 

The  principle  underlying  both  the  Federal  and  California 
programs  is  that  the  cost  of  providing  physicians'  services  to 
patients  is  not  reimbursable  to  the  hospital,  except  the  portion  of 
the  physicians'  salaries  which  relate  to  administration  or  teaching 
programs . 

We  suggest  that  the  doctors  be  requested  to  maintain  records 
of  the  time  spent  in  administration,  teaching,  and  patient  care. 
Discussions  are  underway  with  the  physicians,  Blue  Cross,  the.  Social 
Security  Administration,  and  CMAP  in  order  to  work  out  the  billing 
methods  and  to  arrange  an  equitable  method  of  reimbursing  the  County 
for  the  cost  of  physicians'  salaries  and  benefits. 

I 
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DIRECT  PURCHASES  -  PURCHASE  ORDERS 

At  present,  cost  codes  are  indicated  on  purchase  orders 
at  the  end  of  each  year.      We  suggest  that  the  account  numbers  for 
the  respective  cost  centers  be  inserted  at  the  time  the  requisitions 
are  prepared.      This  procedure  should  increase  the  accuracy  of  the 
cost  distribution. 

In  the  Report  on  Hospital  Cost  Accounting,  we  suggested 
that  the  summarization  of  purchase  orders  could  be  done  by  EDP  upon 
integration  of  the  cost  accounting  with  the  Controller' s  appropriation 
records. 

GENERAL  STORES  (COMMISSARY) 

Issues  from  the  commissary  are  noted  on  requistions,  priced, 
and  summarized  by  ward  or  department  each  month.      A  perpetual  inventory 
record  is  maintained  and  physical  inventories  are  taken  twice  a  year. 
Use  of  EDP  in  maintaining  the  records  and  pricing  the  requisitions 
should  be  considered. 

CENTRAL  NURSING  SUPPLY 

Issues  from  central  nursing  supply  are  noted  on  a  daily 
issues  record  similar  to  that  used  at  San  Francisco  General  Hospital. 
The  issues  for  each  ward  or  department  are  priced  and  summarized 
monthly  by  the  accounting  department.      No  perpetual  inventory  record 
is  maintained.      Standard  quantities  of  supplies  for  each  ward  have 
been  established  but  are  not  enforced.      Physical  inventories  of  the 
central  nursing  supply  are  taken  semi-annually. 


-  7  - 


flL  1/1  a.  AHTWiiiO 


For  cost  distribution  purposes  the  present  methods  are 
reasonably  adequate,  although  we  noted  several  errors  in  pricing 
the  requisitions.      It  will  be  necessary  to  insert  the  amount  of 
each  item  on  each  requisition,  rather  than  continuing  the  present 
method  of  noting  only  the  computed  total  value  of  all  items  on  each 
document. 

Internal  control  improvements  and  assistance  in  determining 
reorder  points  could  be  accomplished  by  making  certain  changes. 
Reference  is  made  to  the  Report  on  Hospital  Cost  Accounting  System 
for  specific  suggestions  regarding  the  operation  of  a  central  nursing 
supply  department. 

PHARMACY 

Few  medications  are  issued  to  patients  on  prescriptions. 
Most  medications  are  furnished  to  the  wards  by  the  pharmacy  and  dis- 
pensed to  patients  by  the  nurses  on  each  ward  upon  direction  of  the 
physicians.      No  perpetual  inventory  is  maintained  by  the  pharmacy, 
except  for  narcotics  and  hypnotics. 

It  will  be  necessary  to  define  which  medications  are  included 
in  the  billing  for  daily  hospital  service.      Other  medications  will 
be  charged  to  patients  and  a  prescription  or  other  form  will  be 
required  as  a  part  of  the  billing  system.      We  also  suggest  that  a 
method  be  devised  to  control  medicines  issued  to  the  wards.  For 
example,  issues  of  medicines  to  each  ward  can  be  totaled  each  day  and 
compared  with  the  cost  of  drugs  charged  to  patients  for  the  same  day. 
Such  a  procedure  could  be  utilized  only  on  a  test  basis  as  a  control 
measure . 
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The  present  distribution  of  pharmacy  costs  is  based  on 
pricing  and  summarizing  one  day' s  requisitions  for  each  month  of 
the  year.      The  resultant  average  is  applied  to  the  annual  pharmacy 
cost.      This  same  method  could  be  used  for  the  distribution  to  the 
wards  of  medications  which  are  included  in  the  daily  hospital  service 
rate,  although  we  believe  it  preferable  to  compute  the  daily  cost  of 
issues  of  such  medications  to  the  wards.      The  cost  of  all  medications 
which  are  charged  to  the  patients  will  not  be  distributed  to  the 
wards,  except  as  an  element  of  the  suggested  internal  control  procedure. 

COST  FINDING 

The  accountants  at  Laguna  Honda  Hospital  do  not  maintain 
a  cost  ledger.      At  the  end  of  each  year  the  purchase  orders,  etc., 
are  reviewed,  coded,  and  summarized.      Personal  service  costs,  and 
requisitions  from  stores  are  summarized  from  the  detailed  analysis 
previously  discussed.      The  present  methods  concentrate  the  cost 
accounting  at  year  end  and  the  purchase  order  coding  procedure  does 
not  provide  a  good  "audit  trail".      We  suggest  that  the  cost 
accounting  records  be  maintained  on  a  monthly  basis,  preferably  on 
EDP  as  a  portion  of  the  Controller' s  appropriation  ledger. 

The  elements  of  cost  finding  and  alternatives  allowable 
under  Medicare  are  discussed  in  the  Report  on  Hospital  Cost  Accounting. 
It  is  important  that  costs  be  determined  under  each  of  the  allowable 
methods  in  order  to  elect  the  best  method  for  Laguna  Honda  Hospital. 

The  California  Hospital  Association' s  Uniform  Cost  Analysis 
Manual  describes  methods  of  allocating  support  cost  centers  to  the 
revenue  producing  cost  centers.      The  methods  suggested  are  contrasted 
with  the  methods  used  at  Laguna  Honda  Hospital  in  the  Appendix  hereto. 
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CHART  OF  ACCOIMTS 

The  cost  centers  used  by  Laguna  Honda  Hospital  are  generally 
in  accordance  with  those  established  by  the  California  Hospital 
Association,  except  that  different  account  numbers  have  been  utilized. 
In  order  to  make  the  accounting  records  consistent  between  the 
institutions,  we  recommend  that  the  CHA  account  numbers  be  adopted. 

We  suggest  that  separate  cost  centers  be  established  for 
any  services  which  are  separately  billed.      For  example,  separate 
cost  centers  for  electrocardiography  and  inhalation  therapy  may  be 
required.      The  suggested  methods  of  billing  for  daily  hospital 
services  based  on  levels  of  care  contemplate  establishing  different 
cost  centers  for  each  ward  or  group  of  wards  for  which  separate 
charges  are  made. 

REIMBURSEMENT  OF  SPECIFIC  COSTS 

The  Report  on  Hospital  Cost  Accounting  System  discusses 
particular  requirements  for  the  reimbursement  of  specific  costs  under 
Medicare  and  CMAP.      The  same  requirements  are  applicable  at  Laguna 
Honda  Hospital.      A  fixed  asset  evaluation  is  particularly  important 
to  establish  the  basis  for  depreciation. 

Services  provided  to  the  hospital  by  other  City  departments 
should  be  closely  reviewed  to  insure  that  all  allowable  costs  are 
included  in  the  cost  calculations.      For  example,  the  cost  of  the 
bus  and  operator  provided  by  the  San  Francisco  Municipal  Railway 
and  the  ambulance  services  provided  by  the  emergency  hospitals  may 
probably  be  included  in  allowable  costs. 

It  should  be  noted  that  the  Laguna  Honda  Hospital  bears 
the  cost  of  operating  the  butcher  shop  and  the  cost  of  meat  shrinkage. 
The  cost  of  meat  billed  to  the  Juvenile  Court  and  other  hospitals 
should  be  revised  to  include  a  pro  rata  share  of  such  overhead  costs. 
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APPEM)IX 


SUMMARY  OF  ALLOCATION  METHODS  USED  AT 
LAGUNA  HONDA  HOSPITAL  WHICH  DIFFER  FROM  THOSE 
PRESCRIBED  BY  THE  CALIFORNIA  HOSPITAL  ASSOCIATION 

REVENUE  PRODUCING  DEPARTMENTS 
Present  Method: 

The  following  departments  are  allocated  to  the  regular 
hospital,  modified  hospital,  and  rehabilitation  ward  cost  centers 
on  bases  applicable  or  peculiar  to  the  particular  department: 


Clinical  Laboratory 

320 

Dental  Clinic 

322 

Occupational  Therapy 

355 

Pathology 

370 

Physical  Therapy 

37  5 

Radiology 

380 

Speech  Therapy 

384 

Surgery 

385 

Pharmacy 

497 

California  Hospital  Association  Method: 

The  above  departments  are  considered  to  be  revenue  producing 
and  costs  of  operation  are  not  allocated  to  any  other  wards,  departments, 
or  hospital  units. 

Conclusion: 

The  Laguna  Honda  Hospital  should  no  longer  allocate  the  costs 
of  the  above -listed  departments  to  other  departments.      In  addition, 
new  cost  centers  should  be  established  for  any  other  departments  which 
will  become  revenue  producing,  such  as  electrocardiography  and 
inhalation  therapy. 
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NURSING  ADMINISTRATION  -4-03. 
Present  Method: 

The  costs  of  the  nursing  administration  office  are  allocated 
to  cost  centers  on  the  basis  of  the  number  of  nursing  and  orderly 
personnel  working  in  the  various  hospital  centers  and  wards  as 
reported  by  the  Director  of  Nursing,  usually  three  times  during  the 
year. 

California  Hospital  Association  Method: 

The  costs  of  operating  the  nursing  administration  office 
should  be  allocated  on  the  basis  of  total  paid  hours  of  supervised 
personnel  in  each  cost  center,  supervised  by  the  nursing  adminis- 
tration office  (California  Hospital  Association,  Uniform  Cost  Analysis 
Manual,  par.  322.2). 

Conclusion: 

The  California  Hospital  Association  method  would  result  in 
a  more  precise  cost  allocation.      We  have  suggested  (page  6)  that 
salaries  be  allocated  to  cost  centers  each  pay  period.  Accurate 
information  will  therefore  be  available  to  make  the  allocation  in 
accordance  with  the  CHA  method. 

BARBER  AND  BEAUTICIAN  SERVICES  -  ^06 
Present  Method: 

The  costs  of  the  barber  and  beautician  services  are  allocated 
to  the  hospital  centers  and  rehabilitation  wards  on  the  basis  of 
patient  days  of  each  cost  center  to  the  total  patient  days  of  all 
cost  centers. 

California  Hospital  Association  Method: 

No  method  of  allocating  the  cost  of  barber  and  beautician 
services  is  specifically  suggested  by  the  California  Hospital 
Association. 
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Conclusion: 

Consideration  should  "be  given  to  making  this  department 

an  ancillary  service  and  adopting  a  billing  schedule.      These  costs 

are  not  reimbursable  under  Medicare. 

CENTRAL  NURSING  SUPPLY  -  415 
Present  Method: 

The  costs  of  the  central  nursing  supply  are  allocated  to 
hospital  centers  and  rehabilitation  wards  on  the  basis  of  the  ratio 
of  the  dollar  value  of  requisitions  issued  to  each  cost  center  to 
the  total  dollar  value  of  all  requisitions  issued  from  central 
nursing  supply. 

California  Hospital  Association  Method: 

The  costs  of  operating  central  nursing  supply  are  considered 
costs  of  a  revenue  producing  ancillary  service,  and  accordingly  are 
not  allocated  to  other  departments  or  wards. 

Conclusion: 

Both  methods  will  be  required.      Some  issues  by  central 
nursing  supply  will  be  charged  to  patients  and  some  will  be  distri- 
buted to  the  wards  as  supplies  which  are  included  in  the  rate  for 
daily  hospital  services.      Accordingly,  it  will  be  necessary  to 
apportion  the  cost  of  central  nursing  supply  between  revenue  producing 
and  non-revenue  producing  activities. 

HEAT,  LIGHT,  AND  POWER  -456 
OPERATION  OF  PLANT  -  478 

Present  Method: 

The  costs  of  heat,  light,  and  power  and  plant  operation  are 
allocated  as  follows: 
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28$  to  Dietary,  325 

14$  to  Laundry  and  Sewing  Room,  465 

58$  to  remaining  departments,  hospital  centers 

and  wards  on  basis  of  the  ratio  of  square 
footage  of  each  of  the  remaining  depart- 
ments or  cost  centers  to  the  total  square 
footage  of  all  of  the  remaining  departments 
and  cost  centers. 

California  Hospital  Association  Method: 

The  costs  of  heat,  light,  and  power  and  the  costs  of  plant 
operation  should  be  allocated  on  the  basis  of  square  footage  of  each 
ward  or  department  (ibid,  par.  314.2). 

Conclusion: 

The  present  method  of  allocating  a  greater  percentage  of 
these  costs  to  dietary  and  laundry  is  based  on  the  assumption  that 
these  departments  use  substantially  more  utilities  than  the  other 
hospital  centers,  wards  or  departments.      This  assumption  seems 
reasonable  and  probably  results  in  a  more  precise  method  of  allocation 
than  the  CHA  method,  even  though  the  percentages  used  may  be  somewhat 
arbitrary. 

HOUSEKEEPING  -  457 
Present  Method: 

The  costs  of  housekeeping  are  allocated  on  the  basis  of 
square  footage  of  all  hospital  centers,  wards  and  departments. 

California  Hospital  Association  Method: 

The  housekeeping  costs  should  be  allocated  based  on  the 
estimated  assigned  hours  of  service  determined  from  periodic  studies 
of  the  time  worked  in  each  functional  cost  center  (ibid,  par.  316.2). 
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Conclusion: 

Either  method  gives  a  reasonable  allocation  of  house- 
keeping costs.      The  CHA  method  gives  a  more  precise  cost 
allocation. 

MEDICAL  RECORDS  -  510 

Present  Method: 

The  costs  of  the  medical  records  office  are  allocated  to 
the  hospital  centers  and  rehabilitation  wards  on  the  basis  of  the 
ratio    of  discharges  of  each  hospital  center  and  rehabilitation 
wards  to  total  discharges  for  all  centers  and  wards. 

California  Hospital  Association  Method: 

The  cost  of  operating  the  medical  records  office  should 
be  allocated  based  on  a  combination  of  patient  days  to  nursing  units 
and  employee  hours  chargeable  to  other  cost  centers  (ibid,  par.  318.2). 

Conclusion: 

The  CHA  method  provides  for  a  more  precise  and  equitable 
allocation  of  costs. 

SOCIAL  SERVICES  -  5^-5 

Present  Method: 

The  costs  of  operating  the  social  service  department  are 
allocated  as  follows: 
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Personal  services: 

Supervision  and  clerical  -  Percentage  of  the  sum  of 
admissions  and  discharges  for  each  cost  center  to 
total  admissions  and  discharges. 

Rehabilitation  social  workers  -  allocated  directly 
to  the  rehabilitation  ward  cost  center. 

Other  social  workers  -  percentage  of  the  sum  of  admissions 
and  discharges  for  the  hospital  and  modified  hospital 
cost  centers  to  the  total  admissions  and  discharges  for 
those  cost  centers. 

Materials  and  supplies  -  allocated  based  on  the  percentage 
of  service  cost  allocated  to  each  cost  center. 

California  Hospital  Association  Method: 

Normally,  the  cost  of  the  Medical  Social  Services  rendered 
to  patients  (e.g.,  aiding  the  physician  in  medical  rehabilitation 
through  recognition  of  the  social  factors  influencing  patients' 
medical  conditions)  is  accumulated  in  Account  518,  which  is  allocated 
on  the  basis  of  first  interviews  granted  for  each  cost  center  served 
(ibid,  par.   319.2).      The  cost  of  determining  eligibility  for  aid 
programs  is  included  by  county  hospitals  as  a  portion  of  administrative 
expense  and  is  allocated  with  the  general  admitting  department. 

Conclusion: 

The  method  presently  in  use  by  Laguna  Honda  Hospital  appears 
to  reasonably  allocate  the  social  service  costs.      It  should  be  noted 
that  Laguna  Honda  Hospital  utilizes  admission  and  discharge  data  in 
computing  the  allocation  percentages  whereas  San  Francisco  General 
Hospital  utilizes  only  admission  statistics.      A  uniform  method 
should  be  utilized  for  all  three  City  and  County  hospitals.  Use 
of  admission  data  only  should  be  adequate. 
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ADMITTING  -  W 

It  should  be  noted  that  the  cost  of  the  admitting  desk  is 
allocated  based  on  the  number  of  admissions  and  discharges  whereas 
the  San  Francisco  General  Hospital  utilizes  only  admission  statistics. 

SERVICE  TO  EMPLOYEES 
EMPLOYEE  BENEFITS 

Room  -  520 
Laundry  -  521 
Meals      -  522 

Present  Methods: 

The  costs  of  providing  rooms  to  employees  are  allocated  to 
the  hospital  centers  or  departments  to  which  the  employees  are  assigned 
based  on  the  number  of  months  the  employees  utilizing  the  rooms  were 
assigned  to  the  specific  departments.      The  costs  of  employees'  laundry 
and  meals  are  allocated  on  the  basis  of  patient  days  applicable  to  the 
hospital  centers  and  rehabilitation  wards. 

California  Hospital  Association  Method: 

The  costs  of  employee  benefits  should  be  allocated  to  each 
hospital  cost  center  on  the  basis  of  employee  salaries  (ibid,  par.  312.1). 

Conclusion: 

The  California  Hospital  Association  method  should  be  adopted" 
for  laundry  and  meal  costs.      The  method  of  allocating  room  costs 
should  be  retained  as  it  is  a  more  sophisticated  cost  allocation 
technique. 
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WATER  -57  5 

Present  Method: 


The  costs  of  water  consumption  are  allocated  to  departments, 
wards  and  hospital  centers  on  the  basis  of  both  percentages  and  square 
footage.      The  standard  percentages  have  been  in  use  for  several  years. 

California  Hospital  Association  Method: 

The  costs  of  water  consumption  should  be  allocated  on  the 
basis  of  square  footage  of  each  ward  or  department  (ibid,  par.  31^.2). 

Conclusion: 

Unless  a  current  basis  of  allocation  of  water  consumption 
can  be  determined  by  Laguna  Honda  Hospital,  the  California  Hospital 
Association  method  of  cost  allocation  should  be  adopted. 

ADMINISTRATION  EXPENSES 

Separate  accounts  for  administrative  expenses  maintained  at 
Laguna  Honda  Hospital  are  as  follows: 

Administration 

Central  office  overhead 

Telephone 

The  California  Hospital  Association  allows  either  of  the 
following  methods  of  allocation  of  administrative  costs  to  other  cost 
centers: 

1.  The  lump  sum  method  whereby  the  sum  of  all  administrative 

subaccounts  is  allocated  to  the  other  cost  centers  based 
on  the  ratio  of  each  cost  center's  accumulated  cost  to 
total  costs  for  all  cost  centers. 

2.  The  cost  of  each  type  of  administrative  expenses  may  be 

allocated  separately  based  on  the  unit  of  service  commonly 
used  for  the  specific  type  of  administration  provided 
(ibid,  par.  313.3.1). 
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Laguna  Honda  Hospital  is  utilizing  only  a  limited  number  of 
administrative  accounts  and  is  presently  using  method  2  to  allocate 
those  costs.      Administration  and  central  office  overhead  are  allocated 
on  the  basis  of  payroll  charges  and  telephone  cost  is  allocated  on  the 
basis  of  the  number  of  assigned  instruments. 

It  is  believed  that  method  2  results  in  more  precise  alloca- 
tion of  costs  and  should  be  continued.      Consideration  should  be  given 
to  utilizing  subaccounts  in  the  administration  area  in  order  to 
determine  administrative  department  costs  for  managerial  purposes. 
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